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PUBLIC UTILITIES COMMISSION

Instituting an Investigation to
Reexamine the Existing Decoupling
Mechanisms for Hawaiian Electric
Company, Inc., Hawaii Electric
Light Company, Inc., and Mauil
Electric Company, Limited.

L B N I A . o S N

MCODIFYING DECOUPLING MECHANISMS
AND ESTABLISHING BRIEFING SCHEDULE

In this Decision and Order (“Order”), the Commission
orders the HECO Companies! to make certain modifications to their
decoupling mechanisms, and to apply these modifications to their
decoupling filings due to be fi;ed on March 31, 2015. In addition,
the commission is establishing a briefing schedule with respect to

certain issues, as detailed herein.

1The “HECQO Companies” are Hawaiian Electric Company, Inc.
(“HECO") , Hawaii Electric Light Company, Inc. (“HELCQ") ,
and Maui Electric Company, Limited (“MECO”).




I.
Introduction
In this Order, the commission 1is directing the

HECO Companies to make certéin changes to their existing decoupling
mechanisms. The details of these changes are discussed in later
sections of fhis Order. However, in this introductory section,
the commission is prov;ding an overview of both the changes and
the reasons for those changes. While perhaps overly simplistic,
the commission‘’s objective here is to summarize this detailed Order
in a manner that is straightforward and easily understandable.

As detailed herein, decoupling mechanisms separate a
utility’s revenues from its sales. Thus, when sales decline due
to energy efficiency measures or customer installations of solar
and other types of renewable energy, the utility’s revenues are
protected. In theory, this means that the utility should be
indifferent to energy efficiency programs or interconnection
of customer-sited renewable energy projects as its revenues will
not decline even though its sales might decline as a result of
those projects.

A decoupliné mechanism must be carefully balanced so
as to achieve the goal of encouraging - or, at the least,
not discouraging - the integration of efficiency and renewables by
a utility while, at the same time, avoiding a situation whereby

utility costs are simply passed through to customers without
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appropriate regulatory scrutiny. It is this latter element of
decoupling that has concerned the commigsion with respect to the
HECO Companies, as expressed in a number of orders discussed in
more detail below.

More specifically, as the HECO Companies’ decoupling
mechanisms have operated over the past few years, the commission
has observed that ever-increasing amounts of so-called baseline
capital projects have been flowed through the decoupling
mechanism. Thegse projects are associated with the maintenance

and operation of the grid and, where the project costs are less

than or equal to $2.5 million, the costs - for all projects in
a given annual period - are automatically passed through
the Revenue Adjustment Mechanism (“RAM”) without prior

commission review,

To be sure, these costs may later be reviewed by the
commissicn in a rate case that occurs one or more years after they
are recovered from ratepayers. However, given the rapid increase
in the overall level of these costs - the baseline project costs
have doubled since the inception of the RAM, and are projected to

triple or quadruple in the near future? - it 1is clear to the

2paccording to the Companies’ 2014 decoupling submittals,
for 2013, HECO’s baseline expenditures increased from $94 million
in 2009 to $254 million, MECO’'s baseline expenditures increased
from $33 million in 2009 to 555 million, and HELCO's baseline
expenditures increased from $34. million in 2009 to $59 million.
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commission that the RAM mechanism must be modified to provide
sufficient timely regulatory review and appropriate incentives to
the HECO Companies to contain these costs consistent with safe and
reliable utility service. Stated differently, the commission
concludes that the current RAM mechanism requires a “tune up” to
provide proper incentives to encourage the HECO Companies to
prudently manage these costs.

The RAM was not originally intended, nor is it reasonable
to continue to function, as a mechanism by which the
HECO  Companies’ unprecedented anticipated levels capital
expenditures are allowed to enter utility rate base without
effective, timely regulatory review. Without approved integrated
resource plans, Power Supply Improvement Plans (“PSIPs”), or any
other clear, well-vetted strategic pians, and without timely rate
cagses to provide normal opportunities for pericdic review,
the Commissgion has scant assurance that the extensive planned
capital expenditures over multiple years are prudent and
affordable. The RAM was certainly not intended to serve as a
means to circumvent appropriate and timely regulatory review
of sizeable utility expenditures or as a subsastitute for
comprehengive resource plans.

On February 7, 2014, the commission issued
“Decision And Order No. 31958” (“*Order No., 31%08”), in which

it directed the HECO Companies to implement a reduction in
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revenue increases toc the RAM, by which the RAM would include
the entire effective Rate Base RAM Adjustment from the
prior vyear, but only ninety percent of the amount that
the current RAM Period Rate Base RAM Adjustment exceeds
the Rate Base RAM Adjustment from the prior vear
(the “90% adjustment”).® However, the commission noted that it
would further address this issue in these “Schedule B” proceedings.

Having reviewed the extensive record compiled
with respect to the Schedule B issues, the commission concludes
that further changes to the RAM are required and that these
changes shall be applied to the decogpling filings due to be filed
on March 31, 2015:

1. The Revenue Balancing Account (“RBA”) shall be
retained. The RBA is the sales decoupling .
component, which 1is designed to break the 1link
between the HECO Companies’ sales and their total
electric revenues by setting the “Target Revenues”
to the most recent authorized revenues approved in
each utility’s most recent rate case.

2. The RAM mechanism shall be modified to include
a cap that shall be applied to the total annual

RAM Revenue Adjustment. The cap shall limit the

30rder No. 31508 at 49-50.
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automatic component of RAM adjustment increases to
an Iamount equal to or lower than the
Gross Domestic Product Price Index (“GDPPI®).

3. The 90% adjustment shall be removed in favor of the
GDPPI cap.*

4, In order to provide a means for timely recovery of
expanded capital programs, the Commission will
allow the Companies to apply for approval by the
Commission, on a case by case basis, to recover
revenues outside of and in addition to the
éapped RAM revenues. The HECO Companies and the
Consumer Advocate shall develop criteria for the
commigsion’s review for recovery of these costs
(which may include consolidated or “programmatic”
baseline expenditures) through the RAM or
the Renewable Energy Infrastructure Program

(“REIP”) surcharge.

iawith respect to recovery of revenues for capital projects,
the amended RAM will thus allow continued automatic revenue
recovery for capital project net plant additions in an amount
effectively in rough approximation to the rate of depreciation and
amortization on approved utility rate base, plus an increment of-
effective rate base indexed on general inflation. Beyond that,
the amended RAM is intended to allow recovery of revenues for
additional capital projects with prior approval by the commission.
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to provide the commission with control of and prior regulatory
review over sgubstantial additions to baseline projects between
rate cases.
opporfunity to recover any prudently incurred expenditures or
limit orderly recovery for necessary expanded capital programs.
Instead, the Order limits the amount of unapproved capital project

expenditures that can automatically be incorporated into effective

The changes in Paragraphs 1 through 4 above shall
be made effective on an interim basis pending
commission resolution of the proceedings concerning
the HECO Companies’ PSIPs in Docket No. 2014-0183.
Given the pendency of several major proceedings,
including the proposed merger of Hawaiian Electric
Industries (“HEI”) with NextEra Energy, Inc.
(“NextEra”), the PSIPs,  distributed energy
resources, and demand response, the commission will
not adopt  Performance Based Ratemaking at
this time.

The commission 1is establishing further iséues

for briefing.

The commission stresses that these changes are designed

rates through the RAM without timely prior regulatory review.

2013-0141
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IT.

Background

On May 31, 2013, the commission issued Order No. 312889,
initiating this investigation to examine whether the
existing decoupling mechanisms, as approved by the commission
in the “Decision and  Order” in Docket No. 2008-0274
(the *“Decoupling Docket”),> effectively serve their intended
purposes, are fair to the HECO Companies and the HECO Companies’
ratepayers, and are in the public interest.®

Decoupling is generally described as follows:

Generally, decoupling is a regulatory
tool designed to separate a utility’s
revenue from changes in energy sales.
Decoupling, as asserted by its proponents,
has the benefits of encouraging the
substitution of renewable resources,
distributed generation and energy efficiency
for the utility’s fossil fuels production
(by reducing a wutility’s disincentive ¢to
promote these types of resources and
programs), while simultaneously protecting a
utility’s financial health from erosion as
these types of programs go into effect.”

5wFinal Decision and Order and Dissenting Opinion of
Leslie H. Kondo, Commissioner,” filed on August 31, 2010,
in Docket No. 2008-0274 (“Decoupling Order”).

é0rder No. 31289, “Initiating Investigation,” at 1
(“*Order No. 31289").

""Order Initiating Investigation,” filed on October 24, 2008,
in Docket No. 2008-0274 (“Opening Order”), at 2-3.
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On BAugust 31, 2010, the commission issued its initial
Decoupling Order in Docket No. 2008-0274, which approved the
decoupling proposal set forth in the Joint Final Statement of
Position, as amended, filed by the HECO Companies and the
Consumer Advocate. In general, the Order approved the use of a
decoupling mechanism for the HECO Companies, consisting of a
Revenue Balancing Account (“RBA”) and the RAM.

As discussed in the previous section, the RBA is the
sales decoupling component, designed to break the link between the
HECO Companies’ sales and their total electric revenues by setting
the Target Revenues (“Target Revenues”) to the most recent
authorized revenue level approved in each utility’'s most recent
rate case. Thus, the annual RBA adjustment is the difference
between each utility’s Target Revenue and the recorded adjusted
revenue, including monthly interest applied to the simple average
of the beginning and ending month balances in the RBA.

Fuel and purchased power expengses that are recovered
either in base rates or in a Power Purchase Adjustment Clause
(“PPAC"), as well as all other revenues being separately tracked or
recovered through any other surcharge or rate tracking meéhanism,
are excluded from the Target Revenue. The previous calendar
year-end balance in the RBA (and the RAM Revenue Adjustment for
the current calendar year discussed below) is recovered by way of

a per kilowatt-hour (“kWh”) RBA rate surcharge for both residential
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and nén-residential customers, assessed over the twelve months
from June 1lst of the current calendar year to May 31st of the
succeeding calendar year.

As discussed above, the RAM is designed to
“compensate the HECO Companies for increases in utility costs and
infrastructure investment between rate cases” through
formula-driven estimates. The components of the HECO Companies’
revenue regquirements that are subject to annual update and
escalation through the RAM include: (1) changes in designated labor
and non-labor operations and maintenance (“0&M”) and payroll tax
expenses; (2) the return on incremental investment in designated
rate base components; (3) updated depreciation and amortization
expenses; and (4) changes in costs due to significant changes in
tax laws or tax regulations. The RAM for a current calendar year,
along with the previous calendar year-end balance in the RBA,
is recovered through the per-kWh RBA rate adjustment described in
the preceding paragraph.

The commission approved a number of consumer protection
features 1in the original Decoupling Order, including an
Earnings Sharing Revenue Credit Mechanism and Credit Mechanisms
for Major and Baseline Capital Projects. The commission also added
certain modifications and conditions to the RAM to address the
concerns that the commission and some of the parties had with

respect to the RAM.
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The commission also required a reduction in each of the
HECO Companies’ authorized rates of return (“ROR”} to account for
the reduced risk to the Companies from the implementation of
decoupling. Moreover, decoupling could not actually be
implemented until rates that reflected a reduced rate of
return {(“"ROR”) due to decoupling were approved by the commission
in either an interim or final decision and order in the
HECO Companies’ pending rate cases.

The commission subsequently considered and
approved adjusted RORs for each of the HECO Companies,
and, therefore, allowed implementation of decoupling as follows:
(a) Final Decision and Order, filed on December 29, 2010,
in Docket No. 2008-0083 (HECO's 2009 test vyear rate case);
(b} Decision and Order No. 30168, filed on February 8, 2012,
in Docket No. 2009-0164 (HELCO's 2010 test year rate case);
and (c) Decision and Order No. 30365, filed on May 2, 2012,
in Docket No. 2009-0163 (MECO’'s 2010 test vyear rate case).
Since the initial approval of decoupling, HECO has submitted four

annual decoupling tariff filings (2011, 2012, 2013, and 2014},
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HELCO has submitted three such filings (2012, 2013, and 2014),8
and MECO has submitted two such filings (2013 and 2014).°

On May 31, 2013, in Order No. 31289, the commission
initiated this investigation into the operation of the
decoupling mechanisms, and clarified the distinct purposes of the
RBA and the RAM:

Although both mechanisms are grouped

administratively under the sales decoupling

mechanism umbrella, each serves a different

purpcose. As noted in the Decision and Order

in the Decoupling Docket, the primary purpose
of the RBA is to de-link or “decouple” the HECO

Companies’ revenues from the amount
of electricity or kilh sold to remove financial
disincentives due to sales declines

attributable to aggressive pursuit of

Hawaii’s clean energy mandates. The RAM,

on the other hand, serves to compensate

the HECO Companies for changes in utility

costs and infrastructure investment between

rate cases.10 , ’

on October 28, 2013, in “Order No. 31635
Identifying Issues, Establishing Procedural Schedule For
Regsolution Of Certain Issues, And Approving, With Modifications,

The Parties’ Joint Stipulated Procedural Order And Schedule For

Resolution Of The Remaining Issues,” the commission identified the

{
SHELCO’s RBA Rate Adjustment for 2012 was negative,
and, therefore, resulted in a reduction to customer bills.

SMECO filed its RBA Rate Adjustment schedules and workpapers
in 2012 for informational purposes only.

10Qrder No. 31289 at 10.
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specific issues to be addressed, and divided those issues into
Schedule A Specific Issues (“Schedule A issues”), which were to be
addressed on an expedited basis, and Schedule B Specific Issues
(*Schedule B issues”), which are addressed in this Order.

On February 7, 2014, as previously noted, the commission
issued Order No. 31908, in which the commission addressed
the Schedule A 1issues, and directed the HECO Companies to
make certain modifications to their decoupling mechanisms,
including the 90% adjustment, and to include these modifications
in their decoupling filings for March 31, 2014. The commission
also deferred certain issues for consideration in a second phase
of the proceedings, primarily associated with the posting of
metrics on each Company’s website. On March 11, 2015,
the commission issued its "“Order No. 32701 Approving The Release
Of Performance Metrics, Directing That The Approved Performance
Metrics Be Posted To The Websites, And Directing The Parties To
Develop Additional Performance Metrics.”

On May 20, 2014, -the HECO Companies, the Consumer Advocate,
the County Of Hawaii (“COH” or “County”), Hawaii Solar Energy
Association (“HSEA”), Blue Planet Foundation (“"Blue Planet”),
and Hawaii Renewable Energy Alliance (“HREA”) filed their initial

statements of position (“Initial SOPs”) with respect to the
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Schedule B issues.? Each of these parties also filed reply
statements of position on September 15, 2014 (“Reply SOPs”).
Between the filing of Initial SOPS and Reply SOPS, information
requests and replies were exchanged, and a substantial amount of
data was produced by the HECO Companies.

A panel hearing before the commission was conducted on
Qctober 28 and October 29, 2014. In addition, the commission
issued information requests to the Parties by way of
“Oorder No. 32501 Amending Procedural Schedule And Issuing
Information Requests,” filed on December 9, 2014
{*Order No. 325017). Each of the Parties responded to
these requests on December 22, 2014.

Order No. 32501 also addressed the issue of further
limited briefing by the Parties. In that Order, the commission
stated.that it would later issue an order “instructing the Parties
regarding the issues and scope for limited briefs and reply
briefs.”12 By this Order, the commission is establishing the

limited issues for further briefing.

11Unless otherwise indicated, in the remainder of this Order,
the term “Parties” collectively refers to the HECO Companies,
the Consumer Advocate, Blue Planet, COH, HREA, and HSEA.

120rder No. 32501 at 2.
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I1T.

The Schedule B Issues

As noted above, in Order No. 31635, the commission set
forth the general issues to be addressed in this docket.
In addition, in order to provide further guidance to the Parties,
the commission set forth detailed specific sub-issues with respect
to each general issue. These isgsues are set forth in full in
Appendix A to this Order and, thus, will not be repeated here.

In “Order No. 32415 Setting Issues, And Further
Amending Schedule For Panel Hearing,” filed on October 22, 2014
(“Order No. 32415"), the commission stated that i1t had reviewed
the Schedule B Specific issues (as set forth in Appendix A to this
Order), the Initial S8SOPs and Reply S0Ps filed by the Parties,
and the responses to various information requests. Based on that
review, the commission simplified the issues for hearing
as follows:

1. What, if any, performance incentives

should be implemented as part of
the Revenue Balancing Account (“RBA”")
and/or the Revenue Adjustment Mechanism
{“RAM”}?

2. Whether the RAM should be amended,
terminated, or replaced?

3. What specific measures should or
could Dbe implemented to establish
appropriate cost controls for baseline
capital projects?
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4. What, if any, of the proposed

changes to ratemaking procedures should
be pursued?!l?

This Order addresses all of the general and specific
issues addressed in the course of this Docket. For purposes of
clarity and focus, it should be noted that this Order generally
addresses the Schedule B Specific Issues in the sequence set forth
in Order No. 31635. Similarly, it addresses the issues identified
for the Panel Hearing in sequence. While each issue and sub-issue
is not always specificaliy identified in the various section
headings, in rendering this Order, the commission considered each

such issue and reviewed all of the extensive record in arriving at

its conclusions herein.

Iv.

General Principles Governing Review

As discussed throughout the Decoupling Order,
the commission specifically retained the authority to review
and/or terminate the decoupling mechanism at any time if the public
interest so requires. For example, in Ordering Paragraph No. 7 of

the Decoupling Order, the commission found:

130rder No. 32415 at 2,
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The following conditions that were agreed upon
in the Energy Agreement should be explicitly
adopted and shall apply to the future review
of decoupling:

(i) The commission may review the
decoupling mechanism at any time if
it determines that the mechanism 1is
not operating in the interests of
the ratepayers.

(ii) The HECO Companies or the
Consumer Advocate may also file a
request to review the impact of the
decoupling mechanism.

(iii) The commission may unilaterally
discontinue the decoupling mechanism if
it finds that the public interest
requires such action.4

Likewise, in discussing the adjustment to each utility’s
rate of return (“"ROR”), the commission found:

with a lowered ROR, and the other ratepayer
protections (i.e., Earnings Sharing Revenue
Credits) discussed below, the decoupling
mechanism should operate fairly to both the
HECO Companies and their ratepayers. 1In the
event that any inappropriate recovery of costs
results from decoupling, the commission has
the authority to unilaterally discontinue the
decoupling mechanism.. .15

Mpecoupling Order at 131-132; see also at 122 and 128.

15Decoupling Order at 44.
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Moreover, in discussing the ratepayer protections in the
decoupling mechanism as approved, the commission found:
The ratepayer protections approved herein

should ensure that the decoupling mechanism
operates fairly to the HECO Companies

and their ratepayers. 1In the event any
inappropriate recovery of <costs results
from decoupling, the commission has the

authority to unilaterally discontinue the
decoupling mechanism. 6

More generally, the rates and charges of regulated.
public utilities in Hawaii must be reasonable, and the commission
has broad powers to investigate and examine the rates and practices

of public utilities subject to its jurisdiction.1?

V.

Discussion

A.

Performance Incentives

In this section of this Order, the commission addresses
the issue of whether or not Performance Based Ratemaking (“PBR”),
Incentive Based Ratemaking (“IBR”), or any Performance Incentive
Mechanisms (“PIMs”}, including “clean energy” PIMS, should be

implemented at thig time,

léDecoupling Order at 124.

7See, e.g9., HRS §§ 296-6, 296-7, and 296-16.
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1.

Positions Of The Parties

Several proposals for performance incentives have been
proposed’ by the Parties, either for immediate implementation to
the existing RBA/RAM mechanisms or in conjunction with a broader

implementation of PBR mechanisms.

Consumer Advocate The Consumer Advocate supports the

use of PIMs that provide either incentives or penalties that are
applied through an annual adjustment to RBA/RAM revenues.

Both metrics and performance incentives are
important tools for regulators, but each plays
a distinct role. Metrics enable regulators
to monitor numerous aspects of utility
performance to ensure no area 1is neglected.
It is a policy decision to convert a metric
into an incentive, often motivated by a
utility’s poor performance in a specific area
or the need to balance a countervailing
incentive. Specific objectives that may
warrant clear financial incentives from the
Commission at this time are identified below.

Over time, by monitoring the metrics
established in Schedule A of this
proceeding, it may be necessary to modify
the list below to address newly identified
performance deficiencies or objectives.
As a general matter, the selection
of appropriate goals or outcomes for
performance incentives (penalties or rewards)
should take 1into account any existing
financial incentives that the utility has
under its ratemaking mechanism. In addition,
performance incentives should take into
account the potential for creating perverse
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incentives by emphasizing only a subset of
desired cutcomes.1®

The Consumer Advocate quantified its incentives
and penalties in terms of basis points associated with
the HECO Companies’ Return on Equity (“ROE”), although no
change to each Company’s RQOE would actually occur .19
Instead, the HECO Compénies would be permitted to recover,
or required to refund, a dollar amount eqguivalent to the basis
point penalty or reward at the same time as the annual decouplipg
adjustments are made, resulting in a reward of penalty with a
duration of one year.2°

With respect to the actual incentives or metrics, as well
as the basis points associated with each, the Consumer Advocate
states that its proposed metrics address three major objectives:
reducing customer costs, ensuring éatisfactory levels of
customer service, and maintaining reliable service.?!
Thusg, the Consumer Advocate proposes that the following metrics be

implemented and coupled with a stated reward/penalty:?2?

18CA Initial SOP-B at 7.
13CA Reply SOP-B at 32.
20CA Reply SOP-B at 32.
21CA Reply SCP-B at 17.

22CA Reply SCP-B at 33.
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Maximum Maximum
Basis Point | Basis Point
Equivalent |Eguivalent
Potential Potential
CONSUMER ADVOCATE METRICS: Reward Penalty
CUSTOMER COSTS
Effective Planning and Management 25 -25
Results of Customer Surveys 20 -20
CUSTOMER SERVICE
Customer Complaints 10 -10
Call Center Performance 10 -10
Orders And Appointments 10 -10
RELIABILITY
SAIDI 0 -25
SAIFI 0 -25
TOTAL POSSIBLE 75 -125
Each of these metrics is discussed in depth in

Consumer Advocate’s Initial and Reply SOPs.23

the Consumer Advocate

the

As will be discussed in further detail in Section V.B.,

rather than improves cost control incentiveg. 324

The Consumer Advocate submits that the cost
control incentives faced by utility management
in Hawaii are quite limited, because of the
many cost-based rate adjustment mechanisms
that exist and because of the reliance upon
actual cost data to develop and revise rate
case forecasts. The cost control incentives
that exist are indirect, through a combination
of regulatory 1lag incentives/penalties and
because of the risk of potential regulatory
prudence disallowances for any <clearly
excessive costs. Few direct cost control
incentives or penalties exist because nearly
all prudently incurred costs serve as the

23ca Initial SOP-B at 12-19; CA Reply SOP-B at 17-32.

24cp Initial SOP-B at 31.

2013-0141
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basis for frequently increased cost-based
utility rates. If nearly all costs are
included in rates, the utility has 1little
incentive to limit those costs.2S

Finally, with respect to more fundamental changes in
how the HECO Companies are regulated, such as PBR or IBR,
the Congumer Advocate states:

The Consumer Advocate is opposed to IBR at
this time. The Consumer Advocate does not
recommend Commission action on any of the
broadly conceptual IBR recommendations that
are employed in other jurisdictions in this
Docket No. 2013-0141, because of the
considerable additional work that would be
regquired to determine, even preliminarily,
whether any of these alternative regulatory
frameworks are feasible for application
in Hawaii.?2®

Thus, the Consumer Advoqate concludes that *“[a] gradual
movement toward IBR is encouraged by the Consumer Advocate,”
pursuant to the “I[gleneral design concepts for performaﬁce
incentives measures ('PIMs’) across multiple performance areas as
outlined in the Consumer Advocate’s [Initial SOP].”27

With respect to this issue, the Consumer
Advocate concludes:

The Consumer  Advocate agrees that a

comprehensive, new IBR plan cannot be designed

within Schedule B c¢f this Docket, but disputes
the HECO Companies’ conclusion that

25Ca Initial SOP-B at 32.
26CA Reply SOP-B at 5 {emphasis in original).

27CA Rely SOP-B at 10.
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cost control incentives cannot be expanded
at this time. Indeed, performance-based
regulation 1is of heighted importance in
pericds when transformative change within the
Hawaii utilities is ongoing and when major
strategic investments are being planned and
made . While  more comfortable for the
utilities, it is not essential that utility
regulation adopt a *“cost-plus” paradigm to
achieve desired changes. The Commission is
encouraged to adopt changes to the regulatory
framework that insert appropriate performance
incentive measures, strengthened cost-control
incentives, and expanded REIS recovery for
targeted investments, so as to move toward IBR
in a measured and deliberate way.?2®

Blue Planet Blue Planet proposes that the Commission

adopt IBR that 1is focused on the increased utilization of
clean energy in Hawaii, which Blue Planet refers to as
“Hawaii Clean Energy IBR.” Blue Planet states that “this model of
regulatory reform offers the attributes essential to reshaping how
the wutility can prosper, and its customers can benefit,
from the alignment of a sustainable utility business model
with downward pressure on rates and the ' fulfillment of
Hawaii‘'s internationally-recognized commitment to a clean energy
econémy."29 Blue Planet’s proposal would completely restructure

the current regulatory paradigm.

23CA Reply SOP-B at 11-12.

23glue Planet Reply SOP-B at 2.
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The

as follows:

e

basic elements of Blue Planet’'s proposal

Utility compensation  will be tied
to performance in achieving clean energy
objectives, as measured through an
“outcomes” report card supported
by performance incentive mechanisms
(and also potentially through more direct
compensation for the provision of clean
energy and related services),

The historic cost of service regulatory
model, including the relatively new rate
adjustment mechanism approved in the
first decoupling docket, will be phased
out and replaced with Hawaii Clean
Energy IBER,

Utility generation, transmission and
distribution, and customer service
functions will be regulated through a

revenue cap mechanism, with a tracker

mechanism for large capital projects,

A stakeholder process will be wused
to negotiate and reach agreement on a
five vyear business plan which will
describe the utility’s specific clean
energy commitments, the achievement of
which may allow them to earn additional
revenues, and

The fossil fuel cost  pass-through

mechanism, which currently shields
the utility from fossil fuel price
fluctuations, will be modified and

phased out.30

3%Blue Planet Reply SOP-B at 2-3;

Binz at 11-27.
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Blue Planet requests that its IBR proposal be adopted in
this Docket, and that any commission order adopting their proposal
should provide “guidance on key regulatory and policy issues,”
and establish “processes and procedures to guide stakeholder
involvement in further developing this regulatory approach;"31

Recognizing that its IBR proposal will take time to
develop and implement, Blue Planet suggests that PIMs should be
implemented immediately, although Blue Planet further observes
that “the role of gtand-alone PIMs may be supplemental and
secondary to the extent this decoupling review results in changes
to the régulatory and ratemaking process that essgentially achieve
the same objectives.”32 In its Initial SOP, Blue Planet states
that, regardless of the regulatory process, it favors
implementation of PIMs that are consistent with HRS § 269-6(d) .33
Blue Planet describes the PIMs in its Initial SOP as tentative and

subject to change.?3?

31Blue Planet Reply SOP-B at 3-4.

32Blue Planet Initial SOP-B at 22. With respect to regulatory
changes, Blue Planet also asserts that, to achieve Hawaii’s clean
energy future, there should be differentiation of the business and
regulatory models for the HECO Companies’ generation and power
supply operations, and their transmission and distribution
operations. Id. at 2-3. Blue Planet further asserts that this
proposal is consistent with Act 37, Session Laws of Hawaii (2013),
which has been codified as HRS § 269-6(d). Id.

33g]lue Planet Initial SOP-B at 23.

MBlue Planet Initial SOP-B at 23.
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In its Reply S0P, Blue Planet states that “PIMs should
be incorporated into the RAM prior to full implementation of
Hawaii Clean Energy IBR and should subsequently be utilized to
evaluate achievement with the outputs established pursuant to the
approved business plan.”3% Thus, at this point Blue Planet proposes
that the following four PIM metrics be implemented.

First, Blue Planet proposes a PIM metric that would
reward the HECO Companies for reducing the carbon intensity of
their generation, and for lessening the fossil content of their
delivered energy.3$

To further the incentive to reduce fogsil fuel

use, 1 propose on behalf of Blue Planet a PIM

that rewards the HECO Companies for lessening

the fossil content of its delivered energy.

The PIM would be defined as a change from

a baseline trend that 1is already in

place. I recommend that the “value” of the
PIM be set large enough to be meaningful.

Three cents on earnings per share (“EPS”)
might be a good target for the HECO Companies.
Hawaili Electric Industries has about

100 million shares outstanding at the moment.
An after-tax  increase in earnings of
three cents per share requires an earnings
increase of about $3 million after tax,
or about $4.5 million pre-tax. I would suggest
that the incentive could be structured to be
upside-only. In other words, the three-cents
per share bonus would be the reward for
achieving acceleration in reducing the fossil

35plue Planet Reply SOP-B at 13.

36glue Planet Reply SOP-B at 5.
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content of the HECO Companies’ generation in
any given year.?’

Second, Blue Planet supports a PIM metric that measures
customer service, and supports the Consumer Advocate’s proposal
with respect to this metric.3® Third, Blue Planet also supports
a PIM metric that measures reliability, and supports the
Congsumer Advocate’s proposals concerning SAIFI and SAIDI in
this regard.??

Fourth, Blue Planet supports a PIM metric based
on the interconnection and utilization of non-utility,
non-fossil generation and demand response resources, 40
According to Blue Planet:

This metric is consistent with the

“conditions for connection” utilized to

measure and evaluate wutility performance

under the United Kingdom regulatory model

known as “"RIIO - Revenue set to deliver strong

Incentives, Innovation and Outputs” (“RIIO").

As with the fossil fuel reduction PIM,

the maximum reward or penalty would be valued

initially at several cents per share for the
HECO Companies.*!

37Blue Planet Reply SOP-B, Declaration of Ronald J. Binz at 39,
Par. 106.

3sBlue Planet Reply SOP-B at 5.
3sglue Planet Reply SOP-B at 6.
40glue Planet Reply SOP-B at 6.

4lplue Planet Reply SOP-B at 6.
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HREA In both its Initial and Reply S0Ps,

HREA- generally supports Blue Planet with respect to PIMs.
Specifically, HREA supports  “incorporation of performance
incentives into the HECO Companies” RBA and/or RAM,
“or other utility rate designs or ratemaking procedures. 42
Thus, HREA strongly supports “investigation of the ‘Iowa Model’ as
suggested by Blue Planet for organization and incenting of
the generation functions, and the RIIO Model for organization
and incenting of transmission and distribution functions.*43
Finally, HREA recommends that the commission “consider an approach
that ties all thg incentives together, e.g., a report card for
each  company,” that would provide the commigsion with
more flexibility in its decision making.4¢ HREA bésically
reiterates the same points in its Reply SOP, although it further
states that any “new regulatory method, as well as any interim
Pefformance Incentive Mechanisms, should not be developed and
implemented until such time as there are Commissioned-approved

HECO plans.”4s

42HREA Initial SOP-B at 2.
43HREA Initial SOP-B at 3.
44HREA Initial SOP-B at 3.

45SHREA Reply SOP-B at 3.
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HSEA HSEA states that performance-based regulation
or PIMs should address three ‘“priority areas”: reliability,
cost, and clean energy.”46 HSEA states:

HSEA urges the Commission to move decisively
from traditional cost-plus regulation to
a new performance-based model, under which
eventually all utility profits will be
tied to performance... As one cornerstone
of this new system, the Commission should
establish outcomes or outputs for performance,
including, at minimum: (1) Safety and
Reliability; (2) Interconnection Quality;
(3) Customer Service; (4) Environmental
Performance; (5} Fossil Fuel Use Reduction;
and (6) Customer Engagement... As another
cornerstone, the Commission should provide for
differentiated regulatory approaches for the
HECO Companies’ busineszs functions of
generation and “T&D”...*7

In order to accomplish this transition, HSEA proposes

the following steps:

1) The Commission should issue a framework
for performance-based regulation of the
HECO Companies (“HI-PBR framework”),
incorporating the outputs above (“HI-PBR
outputs”). This HI-PBR framework, once
implemented, will replace the current
Revenue Adjustment Mechanism (“RAM")}
with a comprehensive performance-based

system.

2) The HI-PBR framework will direct
the Companies to produce HI-PBR
plans, with full <consultation with
stakeholders, by a date  certain.

This may include a specific performance

46HSEA Initial SOP-B at 14.

4THSEA Reply SOP-B at 2-3.
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incentive to encourage a timely and
successful planning process.

3) The HI-PBR framework, and the resulting
plans, will differentiate between the
HECO Companies’ generation and T&D
businegs functions.

4} Pending the HI-PBR planning process,
the Commission should take immediate
interim steps to promote performance-
based outcomes. These include:

a) Establishing an interim performance
incentive mechanism tying a
significant percentage of utility
returns to the HI-PBR outputs.
This necessitates requiring the
HECO Companies to track and report
their performance on the HI-PBR
outputs, to the extent they are not
already doing so.

b) Ensuring that any major investments
in grid modernization such ag smart
grid infrastructure are tied to
performance outputs and incentives
for the delivery of actual benefits,
including but not necessarily
limited to the HI-PBR outputs.

c) Modifying the Energy Cost

: Adjustment Clause (“ECAC”) to
provide short and long term
performance incentives to reduce
dependence on imported fossil fuels
and control fuel costs.

HSEA further explains that its PBR proposal is neither
a substitute for decoupling nor a system of simple utility
incentives. HSEA's witness explains:

As the ultimate end state for the new

regulatory model, EDF recommends that
100 percent of utility profits should be tied
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to performance, and that no portion of utility

profits should be an entitlement apart £from.
performance. In the transition to this end
state, the principle should bhe that, the more

utility earnings are tied to performance,

instead of spending, the better...

This of course goes Dbeyond decoupling,
which simply serves as a short-term revenue
gtabilization mechanism and does not
change the underlying ratemaking system.
It also goes beyond entry-level, “traditional”
PBER, which layers certain “targeted
incentives” or "“earnings sharing mechanisms”
onto traditional ratemaking but keeps its
underlying biases intact. So long as
the fundamental incentive for utility capital
investment remains, it will have a
counteracting influence on any performance
incentive mechanisms the Commission
may establish.48

With respect to PIMs, in its Initial SOP, HSEA states:

To mitigate concerns regarding the complexity
of numerous incentives and metrics, the PIMs
could adopt various approaches. For example,
two levels of objectives could be developed,
one with overall objectives and another with
more specific, fine-tuned objectives to
provide supplemental direction as necessary.
Moreover, the PIMs could 1leave room for
Commission judgment to alleviate the task of
quantifying, weighing, and calibrating every
objective and metric to an exact science in
advance. For example, the determination of
allowable ROE could be based in part on
certain more readily quantifiable objectives,
and in part on Commission judgment based
on more qualitative objectives and factors.
Alternatively, the PIMs could take a
higher-level *“report card” or "“score card”
approach, which could allow some discretion in
the evaluation of performance (e.g.: “A” to

48HSEA Reply SOP-B at 14-15.
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wFr ., Exceeds, Meets, or Fails Expectations),

and/or the ultimate determination of rewards

or penalties within a certain range.4

HSEA states that it supports the c¢lean energy PIM
proposed by Blue Planet in the original decoupling docket as a
first-level PIM that would address overall utility performance.5Y
HSEA also supports PIMs that address reliability, such SAIDI and
SAIFI,5! and that address fuel use.®?

With respect- to generation and transmission and
distribution (“T&D"”) facilities, HSEA states that in addition to
utility-wide PIMs, “more specific incentive frameworks should
address generation and T&D investments, including differential
ranges of ROE to facilitate the evolution of the HECO Companies’
buginess model.” For example, HSEA suggests that a T&D-specific
veost-control” PIM could be developed “based on a plan and budget
for investment developed in a transparent process,” and that other
T&D-specific PIMs could be developed to reflect how well

investments promote a variety of objectives, such as lowering of

194SEA Initial SOP-B at 14-15 (footnote omitted).
SOYSEA Initial SOP-B at 15.
S1MSEA Initial SOP-B at 16.

S24HSEA Initial SOP-B at 16-17. HSEA also presents comments
on the Energy Charge Adjustment Clause (“ECAC”)} in this portion of
ite Initial SOP.
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line losses, interconnection o©f customer-owned generation,
and service.53

In its Reply SOP, HSEA 1lists a wvariety of metrics
that could be considered, including those related to safety-
and reliability, interconnection, customer service,
environmental performance, fuel use reduction, and customer
engagement .5¢ HSEA also observes that the design of incentives
can be flexible, that the incentives can have different weights,
and that appropriate allowances can be made for metrics that the

utility does not completely control.Sss

The HECO Companies In their Initial SOP,

the HECO Companies stated that they do not propose to implement
an IBR Plan in this Docket.3¢ According to thé Companies,
“*[ulnder the current circumstances, modifications to the existing
RAM, and the additional of targeted incentive mechanisms,

are preferable to attempts to implement a broad-based IBR plan.*”S?

S3HSEA Initial SCP-B at 19-20.

S¢HSEA Reply SOP-B at 19-20,.

SSHSEA Reply SOP-B at 21.-

56HECO Companies Initial SOP-B at 37.

STHECO Companies Initial SOP-B at 34.
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In their Reply SOP, the Companies changed course:

The Companies can support the development of

and transition to a new incentive-based

regulatory (“IBR”) model, with a target date

for implementation of 2017. The Companies

envision that this would be accomplished

through a two-step or three-step approach to

fully implement IBR.S8

Stated simply, the three steps are as follows. Under the
first step, the HECO Companies would be permitted to maintain the
RAM for the present, or would be required to incorporate certain .
IBR concepts into the RAM to “strengthen incentives to control
costs, without creating unwarranted uncertainty with respect to
the Companies’ ability to recover prudently incurred costs as the
business plans and model are initiated.”5?

Under the second step, IBR would be partially
implemented so as to “further drive efficiencies in the Companies’
traditional business activities.”®® Thus, “the initial scope of
the IBR plan would be limited to those parts of the Companies’
business that are relatively well-understood, where the level and

type of activity in the future is relatively similar to the past,

and where it 1s relatively easy to measure delivery.”6l

S8HECO Companies Reply SOP-B at 48 and 113.
5SHECO Companies Reply SOP-B at 48.
SCHECO Companies Reply SOP-B at 48,

§IHECO Companies Reply SOP-B at 48.
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According to the Companies, it would not be appropriate to include
new business plan activities due to their uncertain nature and the
possibility of a shift in priorities.®?

Under the third step, the HECO Companies state that
"with experience and sufficient investment in design and
development, IBR plans can include mechanisms to deal with the
kinds of uncertainty associated with the Companies’ new business
plans.”8 Degpite this statement, however, the Companies state
that “[t]lhe scope of the IBR plan initially would be limited to
the Companies’ traditional activities, with new business plan
activities funded through separate mechanisms."64

The HECO Companies then degcribe their ‘“refined”
IBR proposal:

The Companies’ refined IBR concept is

delineated in Exhibit C to this Reply SOP.

It is a base revenue cap mechanism,

Incorporating the numerous lessons learned

from others who have successfully implemented

IBR over the past decades, the IBR mechanism

explicitly addresses the impact of

capital investments separately from operating

expenses. Additionally, the Companies’

IBR concept excludes exogenous events

{and costs) outside of the Companies’' control,
and includes complimentary incentive

62HECO Companies Reply SOP-B at 49.
63HECO Companies Reply SOP-B at 49.

84HECO Companies Reply SOP-B at 49.
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mechanisms to share earnings and to maintain
or improve service gquality.s$®

With respect to PIMs, the HECO Companies state that

“[o]lnce transition to IBR is accomplished, the Companies support

and have
would be
“Targeted

following

proposed service quality performance metrics

that

implemented as part of the plan.”s¢ As part of a

Incentive Plan,” the HECO Companies propose
performance incentives:

With respect to reliability measures, the Companies
propose to utilize SAIDI and SAIFI, and further
recommend “that the SAIDI and SAIFI TPIs be further
specified 80 that they reflect normalized
transmission and distribution (T&D) data for each
of the three operating companieg.”§?

With respect to customer service, the Companies
propose “Transaction Satisfaction” and “Service
Level” metrics because they are representative
of customer experiences with the Companies.®s
The Companies further explain:

Transaction Satisfaction comes c¢losest
to providing an encompassing indicator of
customer service scores because it
reflects customer opinions concerning a
range of more specific customer service
measures. Service Level 1is a more
gspecific measure, but reflects an
important and highly visible point

the

55HECO Companies Reply SOP-B at 51. As noted, the proposal
is full set forth in Exhibit C to the Reply SOP.

66HECO Companies Reply SOP-B at 11.

¢’THECO Companies Reply SOP-B, Exhibit F at 8.

¢8HECO Companies Reply SOP-B, Exhibit F at 8.
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of interaction between customers and
the utilities.®?

With respect to the level of incentives,

the Companies state:

We recommend that a maximum revenue exposure
for the Companies under a TPI plan could be set
at roughly 1.5% or 2.0% of estimated
T&D cost of service revenue requirements,
and that these estimates be used to
set specific dollar incentive amounts.
We also recommend that the Commission consider
setting the maximum penalty/reward for
reliability at 70% of the total revenue
exposure, evenly split with 35% assigned to
SAIDI and 35% to SAIFI. The remaining 30% of
the maximum penalty/reward should be evenly
allocated among the TPIs associated with
customer service.7?

The HECO Companies also appear to recommend that the

penalties and rewards be symmetric.7!

is a distinction between “PBR framework” proposals

Commission Findings And Conclusions

1. At the outset, the commission observes 'that there

6SHECO Companies Reply SOP-B, Exhibit F at 9.

79HECO Companies Reply SOP-B, Exhibit F at 10-11.

7IHECO Companies Reply SOP-B, Exhibit F at 11.
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“stand—alone" PIMs.?’? As discussed above, the parties have, to a
greater or lesser degree, offered proposals with respect to both.

2. The proposed PBR frameworks, if implemented,
would constitute a wholesale change in the regulatory procedures
and cost control incentives associated with the traditional
ratemaking process by, among other things, allowing utilities to
profit from realized cost efficiencies and establishing financial
rewards or pénalties based on utility performance according to
specific incentive metrics. As discussed below, there are distinct
differences among the performance incentive framework proposals by
the parties.

3. For example, the HECO Companies describe their
“refined” IBR proposal as a base revenue cap mechanism that
addresses the impact of capital investments separately from
operating expenses, excludes exogenous events and costs that are
outside of the Companies’ .control, and includes complementary
incentive mechanisms to share earnings and to maintain and improve
costs.’? Blue Planet's IBR proposal would tie the HECO Companies’

performance to the achievement of c¢lean energy objectives,

72When the commission refers to the "“PBR Framework” in this
discussion, the commission is referring collectively to the PBR
and IBR proposals of the parties that, if implemented,
would substantially change existing ratemaking procedures as
opposed to amending the RAM.

73HECO Companies Reply SOP-B at 51 and Exhibit C.
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as measured through an “outcomes” report card supported by
performance incentive mechanisms, and would phase out traditional
regulation in favor of a revenue cap mechanism, with a tracker
mechanism for large capital projects.’ Blue Planet would also
eliminate tracking mechanisms for fossil fuels. HSEA proposés a
transition to a new regulatory model, in which 100 percent of
utility profits are tied to performance, and where all utility
profits are dependent on performance.’

4, On the other hand, the Consumer Advocate states
that it is opposed to IBR at this time, and does not favor the
implementation of any of the conceptual IBR plans implemented in
other jurisdictions given the additional resources necessary to
determine whether or not such a proposal is feasible for Hawaii.?’¢

5. Stand-alone PIMs provide financial rewards
or' penalties for utility performance according to sgpecific
metrics but without necessarily adopting a substantial change
in other ratemaking procedures. Generally, as has been suggested
by parties in this docket, the performance incentive

metrics and/or mechanisms proposed in conjunction with the

74Blue Planet Reply SOP-B at 2-4; Declaration of Ronald J. Binz
at 11-27.

7SHSEA Reply SOP-B at 2-3, 14-15.

76CA Reply SOP-B at 5.

2013-0141 39







